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FEDERAL MANAGERS’ ACCOUNTABILITY ACT OF 1981

May 14, 1981.—Committed to the Committee of the Whole House on the
State of the Union and ordered to be printed‘

" Mr. Brooxks, from the Committee on Government Operations,
submitted the following

REPORT

[To accompany H.R. 1526]
[Including cost estimate of the Congressional Budget Office]

The Committee on Government Operations, to whom was referred
the bill (H.R. 1526) to amend the Accounting and Auditing Act of
1950 to require ongoing evaluations and reports on the adequacy of the
systems of internal accounting and administrative control of each
executive agency, and for other purposes, having considered the same,
report favorably thereon with an amendment and recommend that the
bill as amended do pass.

The amendment strikes out all after the enacting clause of the bill
and inserts a new text which appears in italic type in the reported bill.

EXPLANATION OF AMENDMENT

Inasmuch as all after the enacting clause of H.R. 1526 was stricken
and all language incorporated into the amendment, this report consti-
tutes an explanation of the amendment.

SuMMARY AND PURPOSE

H.R. 1526 will amend the Accounting and Auditing Act of 1950, by
requiring ongoing evaluations of the adequacy of systems for internal
accounting and administrative control of each executive agency. These
evaluations, under guidelines to be established by the Office of Manage-
ment and Budget are to be conducted to determine whether the agen-
cies’ internal accounting and administrative control systems are in com-
pliance with standards which will be prescribed by the Comptroller
General. An annual statement signed by the agency head will certify
the effectiveness of the agency’s internal controls or, if necessary, out-
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line a schedule for strengthening any weaknesses found in those
controls.

The bill also will require Inspectors General to investigate any alle-
eation that an employee provided false or misleading information dur-
ing the evaluataion process or in the actual preparation of the agency
head’s annual statement. It will provide for close review of the budget
requests of the Offices of Inspector General and will reauire that
changes made in the orieinal reauests he noted in the President’s
budget submission to the Congress. In addition. it will require the head
of each government agency to report on the agency’s progeress in obtain-
ing approval of its accounting svstems by the Comptroller General as
already required by the Accounting and Auditing Act of 1950.

In testimony before the Subcommittee, former Comptroller General
Elmer Staats stated that this legislation can be of substantial help to
the government. We also note that in a recent revort to Congress en-
titled “Fraud in Government Programs” dated May 7. 1981, the Gen-
eral Accounting Office again recommended the enactment of this legis-
lation. In addition, representatives of various accountine and auditing
groups voiced strong support for this measure. The Office of Manage-
ment and Budget also testified and made several sugeestions for
changes in the legislation. While the Committee did not accept all their
suggestions, snbstantial change was made in the legislation which re-
flects the OMB’s views in part.

Over the vears. studies done by the GAQ and others have uncovered
waste in Federal resources, funds and propertv., which apparently
could have been avoided by more stringent and movre effective internal
auditing controls. Requirements such as those in H.R. 1526 will focus
attention on an area which has had low priority in recent vears. The
lack of strong and effective controls has created opportunity for
waste, misuse and mismanagement, as well as fraudulent transactions.
Bv lessening, if not altogether eliminating, such opportunities, more
Federal dollars will be available for use in implementing program
objectives, as originally intended by the Congress.

ComMmrTTEE AcTioN Anp VoOTE

H.R. 1526 was ordered by unanimous voice vote of the Committee on
Government. Operations at a duly called meeting on May 7, 1981, a
quornm being present.

Hearines

Hearings were held by the Snbecommittee on Legislation and Na-
tional Security on Wednesdav. February 25, 1981. and Wednesday,
March 11, 1981, at which time Congressman Henry .J. Hyde and repre-
sentatives of the Office of Management and Budget, the General Ac-
counting Office, the Association of Government Accountants, and the
Institute of Internal Auditors appeared and testified in support of the
legislation.

Discussion

Slack internal controls in exeentive departments and acencies have
often been shown to be important factors contributing to fraud, waste
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and abuse in Government programs and services. Strengthening these
controls has not received the attention it deserves in the executive
branch as indicated by the fact that 30 years after passage of the
law requiring agency accounting systems to be approved by the Comp-
troller General, only 64 percent of those systems have received ap-
proval. The Department of Defense and the Department of Health
and Human Services, are among those who have not yet gained ap-
proval of their systems.

The Committee on Government Operations has devoted considerable
time and attention to the problem of internal controls including sput-
ring resolution of audit findings and follow up on audit recommenda-
tions. H.R. 1526 is a major step toward making the needed improve-
ments.

One of the strongest proponents of this legislation is the former
Comptroller General of the United States Elmer B. Staats. In one of
his last congressional appearances before leaving office, General Staats
told the Subcommittee on Legislation and National Security of his
support and the urgent need for passage of this bill. He related the
fact that the General Accounting Office had issued literally hundreds
of reports and studies that disclose the fact that most agencies are
operating systems vulnerable to physical losses and waste of Federal
property and money as well as susceptible to fraudulent or otherwise
improper use of Federal resources. He cited a few of the findings dis-
closed in the GA O reports as follows:

About $198,000 was returned by vendors because duplicate
payments were made by one department as a result of inade-
guate control over processing invoices submitted by the ven-

ors.

A number of Federal agencies were found to incur commit-
ments for future cash outlays without first verifying availa-
bility of appropriated funds.

A number of agencies did not effectively analyze receivables
to identify overdue accounts in order to take necessary action
to receive payment.

A Defense Department employee embezzled over $2 million
because he was allowed to both process claim adjustments as
well as approve claim payments.

General Staats concluded stating:

Effective internal controls help ensure that Government
managers know what their monetary and physical assets and
resources are at all times; know how the assets are being used,
dispensed, and disposed of and for what purposes; know that
such purposes are authorized; and that fraud, waste, and
abuse are minimized and discouraged. This proposed legisla-
tion establishes a badly needed mechanism which forces man-
agement to pay closer attention to the quality of internal con-
trols in its agency and, more importantly, it establishes a
vehicle to enhance accountability of Federal officials. We be-
lieve passage of the Federal Managers’ Accountability Act of
1981 would definitely help bring about strong commitment
and vigilance in the area of accountability.
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Excerpts from the former Comptroller’s statement are found in the
Appendix to this report.

The need to improve internal control systems was also recognized
by the Office of Management and Budget represented at the hearing
on the bill by John J. Lordan, Chief of its Financial Management
Branch. The OMB strongly supported the objectives of the bill, though
opposing some of its provisions, and reported on steps it had taken to
encourage the agencies to strengthen their controls. He stated that a
draft circular being considered contained requirements “entirely con-
sistent with the objectives of the bill.”

The legislation was also vigorously endorsed by the Association of
Government Accountants, along with other professional organiza-
tions. The AGA is composed of more than 12,000 financial managers
dedicated to improving financial management at all levels of govern-
ment. After citing the need for more accountability at the highest lev-
els, its representatives, John P. Abbadessa and Gilbert Simonetti,
stated that if this legislation is enacted

It is reasonable to expect that agency heads will assume
more formal responsibility for the quality of their organiza-
tions’ internal control systems and will set a newer, higher
priority for overall good financial management which will
filter from top executives down through the organization.

We observe that the new administration has pledged to mount an
aggressive campaign against fraud, waste, and mismanagement of
Federal programs and operation. Although the scope of such abuse has
not yet been fully determined, there is substantial evidence of its exist-
ence. All necesary steps, therefore, should be taken to secure its elim-
ination.

H.R. 1526 furnishes basic steps and provides this opportunity.

SECTION-BY-SECTION ANALYSIS

Section 1 indicates the short title.

Section 2 would amend section 113 of the Accounting and Auditing
Act of 1950 by adding at the end a new subsection requiring:

(1) that internal controls be established in each executive agency
to conform to standards set by the Comptroller General, assuring that

(a) costs and obligations comply with the law,

(b) resources are safeguarded, and

(¢) all revenues and expenditures are properly recorded and ac-
counted for; and that the Comptroller General’s standards assure the
prompt resolution of all audit findings.

(2) that the Director of the Office of Management and Budget
prepare evaluation guidelines, in consultation with the Comptroller
General, for use by the agencies in determining whether their systems
are in compliance with GAQ standards;

(3) that bv the end of each calendar year beginning December 31,
1982, the head of each agency in the executive branch prepare a state-
ment that the agency’s systems of internal control fully comply or do
not, fully comply with the GAO standards;

(4) that, if the controls are not in compliance with the GAO stand-
ards. the agency head include with his statement a report identifying

Approved For Release 2008/10/29 : CIA-RDP85-00003R000200010010-4



Approved For Release 2008/10/29 : CIA-RDP85-00003R000200010010-4

5

any material weakness in the agency’s system of internal control and
describing in detail the plans and schedule for rectifying such;

(5) that the reports, signed by the head of the agency, be sent to
the President and to the Congress and made available to the public
unless prohibited from disclosure by law or Executive order ; and

(6) that the agency’s Inspector General, if existent, or the head of
the agency’s internal audit staff receive and investigate allegations of
false or misleading information given in connection with the evalua-
tion of the system of internal control or in connection with the prepa-
ration of the statement or report; that the Inspecor General or the
head of the internal audit staff, as appropriate, report any such posi-
tive findings to the head of the agency ; and that the head of the agency
take appropriate disciplinary or corrective action.

Section 3 amends section 201 of the Budget and Accounting Act,
1921, by adding a new subsection requiring that the President include
as a part of supporting detail accompanying each budget submitted
to the Congress on or after January 1, 1982, a statement detailing any
changes made in the budgets requested by each Office of Inspector
General. This statement is to include the original request of such
office (s), the changes made by the head of the respective department
or agency prior to its submission to the Office of Management and
Budget, and any further changes made prior to submission of the
budget to the Congress.

Section 4 amends section 215 of the Budget and Accounting Act,
1921, by directing the heads of executive departments and entities to
include with appropriations requests a report on the status and prog-
ress made in having its accounting systems approved by the Comp-
troller (General in accordance with section 112 of the Budget and
Accounting Act of 1950.

EstiMaTE oF THE CONGRESSIONAL BUDGET OFFICE

The following estimate prepared by the Congressional Budget Office
in accordance with section 403 of the Congressional Budget Act is
submitted as required by subdivision (c) of clause (2) (1) (3) of House
Rule XT:

U.S. Concress,
ConGRrEssIONAL BUpcer OFFICE,
Washington, D.C., May 13, 1981.
Hon. Jack Brooxks,
Chairman, Committee on Government O perations, U.S. House of Rep-
resentatives, Rayburn House Office Building, Washington, D.C.

Drar Mr. CHaRMAN : Pursuant to Section 403 of the Congressional
Budget Act of 1974, the Congressmnal Budget Office has revieved
H.R. 1526, the Federal Managers’ Accountability Act of 1981, as
ordered reported by the House Committee on Government Opera-
tions, Mav 7, 1981.

The bill amends the Accounting and Auditing Act of 1950 to re-
quire each executive agency to establish standards of internal account-
ing and administrative controls in accordance with standards pre-
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scribed by the Comptroller General. The bill would also require the
Director of the Office of Management and Budget (OMB) to estab-
lish guidelines for the evaluation by agencies of their internal account-
ing and administrative control procedures. H.R. 1526 specifies that an
agency’s Inspector General, or head of the internal audit staff, shall
receive and investigate any allegations that employees provided false
or misleading information related to the agency’s internal accounting
and administrative control. Additional provisions of the bill amend
the Budget and Accounting Act of 1921 to require that information
be submitted to the Clongress relating to appropriations for Offices
of Inspectors (Feneral and the departments’ accounting systems.

(BO estimates that the initial effort required to establish the stand-
ards and guidelines to be developed by the General Accounting Office
(GAO) and OMB will cost approximately $125.000. The level of ef-
fort required of GAO after the standards and guidelines are in place is
not. expected to increase significantly. The additional effort required
of the agencies and OMB will depend on the requirements embodied
by these guidelines and standards. Tf the new ecriteria merely modify
existing procedures, little additional effort will be required and costs
would be expected to be minimal. If, however, the new criteria require
significantly more effort than is required by existing procedures, sub-
stantial costs could result.

Should the Committee so desire, we would be pleased to provide
further details on this estimate.

Sincerely,
Avice M. RovuiN, Director.

Commrrrer EstiMaTE oF Cost

_ The committee agrees with the Congressional Budget Office regard-
ing the additional cost to Government that will be incurred as a result
of enactment of this bill.

INFLATIONARY IMPACT

In compliance with clause 2(1) (4) of Honse Rule XT. it is the opin-
ion of this committee that the provisions of this bill will have no infla-
tionary impact on prices and costs in the operation of the national
economy.

Overstear FINDINGS

This legislation is an outgrowth of investigations and hearings on
internal auditing followun and resolution conducted bv the Subcom-
mittee on Legislation and National Security. Detailed findings were
contained in House Renort 96-279, dated June 18, 1979. entitled “Fail-
ure of (Fovernment Departments and Agencies to Follow Up and
Resolve Audit Findings.”

New Bupcer AuTHORITY AND TAax EXPENDITURES

No new budget authority or tax expenditures are contained in this
legislation.
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Review or ExisTiNg Law

During consideration of this legislation all applicable laws including
the Accounting and Auditing Act of 1950 and the Budget Accounting
Act of 1921 were reviewed. i

CHavgEs 1N Existine Law Mape By THE BiLy, As REPORTED

In compliance with clause 3 of rule XIII of the Rules of the House
of Representatives, changes in existing law made by the bill, as re-
ported, are shown as follows (existing law proposed to be omitted is
enclosed in black brackets, new matter is printed in italic, existing
law in which no change is proposed is shown in roman) :

SectioN 113 oF THE ACCOUNTING AND AUDITING Acr or 1950

Sec. 113. (a) The head of each executive agency shall establish
and maintain systems of accounting and internal control designed to
provide—

(1) * * *
* * * * * * *

(d) (1) (A) To ensure compliance with the requireemnts of subsec-
tion (@) (3) of this section, internal accounting and administrative
controls of each ewecutive agency shall be established in accordance
with standards prescribed by the Comptroller General, and shall pro-
vide assurances that—

(¢) all obligations and costs are in compliance with applicable

w}

(¢8) all funds, property, and other assets are safequarded
against waste, loss, wnauthorized use, or misappropriation; and

(¢48) all revenues and expenditures applicable to agency opera-
tions are properly recorded and accounted for to permit the prep-
aration of accounts and reliable financial and statistical reports
and to maintain accountability over the assets.

(B) The standards prescribed by the Comptroller General under
this paragraph shall include standards to ensure the prompt resolution
of all audit findings.

(2) By December 31,1981, the Director of the Office of Management
and Budget, in consultation with the Comptroller General, shall estab-
lish guidelines for the evaluation by agencies of their systems of inter-
nal accounting and administrative control to determine such systems’
compliance with the requirements of paragraph (1) of this subsection.
The Director, in consultation with the Comptroller General, may
modify such guidelines from time to time as deemed necessary-

(3) By December 31, 1982, and by December 31 of each succeeding
year, the head of each executive agency shall on the basis of an evalua-
tion conducted in accordance with. guidelines prescribed under para-
graph (2) of this subsection, prepare a statement—

(A) that the agency’s systems of internal accounting and ad-
ministrative control fully comply with the requirements of para-
graph (1) ; or

(B) that such systems do not fully comply with such require-
ments. *
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(4) In the event that the head of an agency prepares a statement
described in paragraph (3) (B), the head of such agency shall include
with such statement a report in which any material weaknesses in the
agency’s systems of internal accounting and administrative control are
identified and the plans and schedule for correcting any such weak-
ness are described in detail.

(9) The statements and reports required by this subsection shall be
signed by the head of each executive agency and transmitted to the
President and the Congress. Such statements and reports shall also
be made available to the public, except that. in the case of any such
statement or report containing information which is—

(A) specifically prohibited from disclosure by any provision of
law ; or
(B) specifically required by Ewecutive order to be kept secret
n the interest of national defense or the conduct of foreign affairs,
such information shall be deleted prior to the report or statement be-
ing made available to the public.

(6) (A) The Inspector General of an executive agency or, if no In-
spector General exists for an executive agency, the head of the internal
audit staff, shall receive and mvestigate any olleqation that an em-
ployee of the agency provided false or misleadin g information in
connection with the evaluation of the agency’s systems of internal ac-
counting and administrative control or in conmection with the prep-
aration of the annual statement or report on the systems of internal
accounting and administrative control.

(B) If. in connection with any investiqation under subparagraph.
(A). the Inspector (Feneral or the head of the internal audit staff. as
appropriate, determines that there is reasonable cause to believe that
false or misleading information was provided, he shall report that
determination to the head of the agency.

(C) The head of the agency shall review any matter referred to him
under subparagraph (B) and shall take action under chapter 75 of
title 5, United States Code, or such other disciplinary or corrective
action as he deems necessary.

BUDGET AND ACCOUNTING ACT, 1921
TITLE IT—-THE BUDGET

Skc. 201. (a) The President shall transmit to Congress during the
first fifteen days of each regular session, the Budget, which shall set
forth his Budget message, summary data and text, and supporting
detail.

The Budget shall set forth in such form and detail as the President
may determine—

(1) * * *
* * * * * * *

(k) The President shall include in the supporting detail accom-
panying each Budget submitted on or after January 1. 1982, a state-
ment with respect to each department and establishment of—

(1) the original amount of appropriations requested by the
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Office of the Inspector General of such department or establish-
ment, if any;

(2) the changes made in such request by the head of such de-
partment or establishment prior to the submission of such request
to the Director of the Office of Management and Budget

(3) any further changes made in such request prior to the sub-
-massion of such Budget to the Congress.

* * * * * * *

Skc. 215. The head of each department and establishment shall
submit his requests for appropriations to the Office on or before a
date which the President shall determine. In case of his failure to do
so, the President shall cause such requests to be prepared as are neces-
sary to enable him to include such requests with the Budget in respect
to the work of such department or establishment. The head of each
department and establishment shall include with any such requests
for appropriations a report on the status and progress made in having
its accounting system approved by the Comptroller General pursuant
to section 112 of the Accounting and Auditing Act of 1950. Such re-
ports shall be included in the supporting detail accompanying each
Budget submitted by the President on or after J. anuary 1, 1982, under
section 201 of the Budget and Accounting Act, 1921.

* * * * * * *
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APPENDIX

Excerpts from the statement of Honorable Elmer B.
Staats, Comptroller General of the United States, before
the Subcommittee on Legislation and National Security,
February 25, 1981.

Mr. Chairman and Members of the Subcommittee: We are here
today to testify on the merits of the proposed bill H.R. 1526 entitled
the “Federal Managers’ Accountability Act of 1981.” This bill, if
enacted, will require ongoing evaluations and reports on the systems
of internal control of each executive agency. I am grateful for the
opportunity to offer our support for the bill and to provide some
insight as to why the legislation has our enthusiastic support.

Broadly speaking, the bill deals with the area of accountability, a
subject receiving a lot of attention in the past several vears, A seeming-
ly unending disclosure of fraud, waste, abuse, and mismanagement in
GGovernment, during the 1970’s has surfaced a serious crisis of confi-
dence in Federal Government programs and agencies. Moreover, the
ability of Government officials to effectively, efficiently, and honestly
administer programs was a major issue in the recent national election
and, as a result, has intentified the need to improve accountability at
all levels of management. Federal departments and agencies cannot
maintain a level of accountability expected by the public unless they
can be assured that strong and effective control over operations exists.
Internal control systems properly conceived, soundly based, and effec-
tively monitored are the front-line defense against. fraud. waste, and
abuse. The provosed “Federal Managers’ Accountability Act of 1981”
was designed for the purnose of strengthening controls by reauiring
management to periodically analyze, monitor, and report on the ade-
quacy of their systems of internal control.

The proposed bill deals with internal accounting and administra-
tive controls which essentially are plans of operations, procedures, and
records desioned to lead to the most effective and efficient management
decisions, the safequard of assets, and the maintenance of reliable
financial records. Such controls include for example: (1) a routine
in a computer system that prevents issuance of a salary check to any
individual that the personnel department has not approved as a
honafide emplovee. (2) a separation of duties and responsibilities be-
tween persons anthorized to purchase materials and anprove payvment
for them to minimize the chances of error or embezzlement., and (3)
a requirement to do a periodic reconciliation between actnal nronerty
on hand and nnantities per accounting records to insure that financial
renorts are reliable.

The reauirements for Federal acencies to maintain internal admin-
istrative and accounting control systems have been mandated by law

1n
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for over 30 years; however, most agencies have not always given
adequate priority to their internal control systems. The General
Accounting Office (GAO) has issued literally hundreds of reports and
studies that disclose the fact that most agencies are operating systems
vulnerable to physical losses and waste of Federal property and money
as well as susceptible to fraudulent or otherwise improper use of
Federal resources. Examples of findings disclosed in GAO’s reports
include:

About $198,000 was returned by vendors because duplicate pay-
ments were made by one department as a result of inadequate
control over processing invoices submitted by the vendors.

A number of Federal agencies were found to incur commit-
ments for future cash outlays without first verifying availability
of appropriated funds.

A number of agencies did not effectively analyze receivables to
identify overdue accounts in order to take necessary ‘action to
receive payment.

A Defense Department emplovee embezzled over $2 million be-
cause he was allowed to both process claim adjustments as well as
approve claim payments.

Although agency management has generally concurred with the
internal control weaknesses reported by GAO and has agreed to imple-
ment. appropriate corrective actions. the weaknesses that are left un-
detected by management, GAQ auditors, or other Federal auditors is
reason for greater concern.

The propoged Federal Managers’ Accountability Act of 1981 would
supplement existing legislation by requiring management to periodi-
cally monitor and 1ep01't on the adequacy of their systems of internal
control to provide reasonable assurance that (1) all financial commit-
ments and obligations were in compliance with applicable laws; (2)
all funds, propert_v. and other assets were safegnarded against Waste,
loss, unauthorized use or misappropriation; and (3) all revenues were
properly recorded and accounted for. Specifically, the act requires
each agency head to conduct annual evaluations of internal accounting
and administrative control and to prepare an annual report. addressed
to the President and made available to the Congress and the public,
stating an opinion on the adequacy of the agency’s systems of inter-
nal control. The opinion, as a minimum, shall contain (1) a descrip-
tion of material weaknesses in internal control, (2) a plan for correct-
ing such weaknesses. and (3) a narrative on any unresolved findings
disclosed in audit or management reports. In addition, these reports
are subiect to review and audit by Federal auditors (both GAO and
agency Inspector Generals or the chief of internal audit) to determine
their accuracy and validity.

Effective internal controls help insure that Government managers
know what their monetary and physical assets and resources are at
all times; know how the assets are being used, dispensed, and dis-
posed of and for what purposes ; know that such purposes are author-
ized; and know that fraud. waste, and abuse are minimized and dis-
coumged. This proposed le,grislation establishes a badly needed mech-
anism which forces management to pay closer attention to the quality
of internal controls in its agency and, more importantly, it estab-
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lishes a vehicle to enhance accountability of Federal officials. We
believe passage of the Federal Managers’ Accountability Act of 1981

would definitely help bring about strong commitment and vigilance
in the area of accountability.

O
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